
q w l y  mehod. Wc havc cn!=rcd into an ~pcmrcnt with Dircovay rcgmdulg thc YK by us of c h n  information 
regarding Dircavay in connectio~ with OUT financial q d n g  and disclorurr requimmmfs as II public company. 
However, such agrrcmcnt l im i ts  h e  public dirclosurc by Y of M a i n  Don-public informatian m g W g  Dircovcry (othcr 
than spcclficd hiBOncal financialinfamatian). and b o  rrsIricls om ability to c n f o r a  lhe a--1 agsiort D i a c a v q  
ulth *lawsuit seeking monciary damages. in the ab~cncc of gross negligence, xxklerr conduct m willful misconduct on 
the p a l  of Diaovcry. In additioo. wc cannot c h a p  the wzy in which Diwovcry xpoRI its financial resulw 01 rcqvirc 
D i o v q  IO changc its internal controls o v a  financialicponiog. 

of - suh+dia%s may grow olrough acquisitions in sclezcrcd marlrcrr Inicptim of new businesses may p ~ m t  
significant W a g e r ,  including: d d o g  cconomie of rcalc in programming and nctwork opmdoor: e h i r a t i n g  
dvphcalivc ovcrhcadr; and integrating nclworh, financial iyiterm and operational systunr. W e  or the applicable 
rvbridiary cannot ass- you *et. wlth mipen io any acquisition. we will re& anticipated kncfits or ~yccesifully 
integrate any acquired burinsrs with o w  cxisti~ling operations. In addition. whilc we lntrod to  implcmcot moprim 
coomrlr and pmcedurer BI we integrate atquirrd companicr. we may no1 k able LO ccrtify ar to the cffcetivcncrr of thcsc 
campaoio' disclorvn conuok aod p r d u r r r  or intcrnal c o n m l  o v a  K~ancialrrpox&g (arquLcd by U.S. f e d 4  
recuntirr laws and regulations) unul we have fully intcgraicd am. 

3.W mstomen during thc year mdcd Dtccmbcr 31, Mo6, ill ten iar8cst NSLO- sccounted for appoximatcly 48% of 
i ls  conaoliidated rrvenm and A-01 Media's ~inglc l a r p s t  custom accountd fm approximatcly8s ofill conrolidatcd 
rcvsnne during that pvlod Thc loss of, and h c  failure to rcpiacs. any rigolflcanl podon of thc s-imi pravidd Lo my 
significant curtomcr could h a w  a material advcrsc cffcct on ths burmcrr of Ascent Media. 

&cent Media'? bvrinrrr deprndr on cenoln ctiinf indurtrier. AscenL Medii derives much of i s  rcv~nue from 
rmiccr provided le the motion p i c m  and tclcvirion production iodvsIriier and from the data transmission indvshy 
Fundamcnfal changes in Lhc busincrs pmtias  of m y  of thsc cScnt indurIries could cauc a material rrdudion in 
demand hy Arcat Media's c l imu for the services offered by Arenl Media. Arccnl Mcdia's business knefik from the 
volums of motion picfurc and tdmsion content k i n g  mated and dktributcd as well ar thc SYCCCII or popularity of an 
individual television show. Accordingly, a d c m a r c  io ather the  upp ply of. m drmand for. original cotminmcnl canlcnt 
would have a material advcnc cffst on Asccnl Media's rcrvltr of opcrationr. Bccaur rpcodlng fortclevision 
advertising driver the production ofow tclcvirion prugmmming. ar well as the production oftelevision commmialr 
and thc ralc of existing content libranor for syndication. a rduct ioo in Wcvirion ndvedsing spending would advsnely 
affcct Ascent Media's business. Fact011 that could impact television advuuiing and h e  gcocml demand for origioal 
enten-cnt content include the growing YY of p o n d  vidm rrcocdcr. and video++-demmd a c M a s .  conUnucd 
bagmenlation of and compctitioo for the attention of tclsvirion audicnccs, and gcocral sconomic condilionr. 

is characierizcd by technological change. evolving Customer ne& and emcrging technical standards. a d  the data 
msmirsmn i n d u s q  i s  cvrrcouy ralvratcd with companies pmviding scMccr r i d -  Io Arcea Medid I. Historically. 
Arccnl Media har exppsodcd rigni6cant a m o u t s  of capital 10 oblzin qulpmsnt uilllg the latest technology. Obtainhg 
BECCII 10 any new tcchnologisr that may bc dcvclopcd io Awn1 Mcdia's indusuiisr will 'c4yirc additional capipiul 
expmdhurcs. which may k significant and may have to k incuncd in advance of m y  revenue thal may bc gcneratcd by 
mch ncw tschoologics. In addition. the w e  of so_ technologisr may require third parly licsnscr. which may not bc 
avalable on commercially masonabis term. Although we bclisvc that Ascent Mcdia will k able lo contlnuc lo offer 
services bared on die OCWCSL techoolo~ics. wc cannot ~ I U I C  YOU that Ascent Media Uill k able 10 obtain any of hcsc 

W e  conno1 be certain that we will be ruccessjd in irurgrming mquired burinesrcr. rmy. Our burincsscs and those 

A i ~ r r  o f m y  O I A S C ~ N  M ~ d i a ' s  iorgr cus~omc1s w o d d  reduce our rwenue. Although Ascent Mcdla r c M d  over 

Changer in rrchnology moy limir The compdurm~sl  ofnnddemnndforovr senicrr The past-Foductioo indurhy 

Enables them to pmvidc services that a n  mort mliablc. farfa. le61 exps ive .  reach mme Nilomen m have other 
advanfagss avm thc data LRnsmi~rion 1cwicc1 Ascent Mcdia provides, theen the demand for Asccnl Mcdia's data 
mimiss ion  s-ccs may d e c r e e .  

tcchoolugic~ such a~ personal video rrcordcn and video-on-demand and changcs in television vicwiog habill facil l tad 
by hccsc 01 o t h a  technoiogicr could have an advnsc cffcct on Discovcry'r advntiring rcvcnuc and viicwcr.hip Icvsla. 
The ability to antitipafc changes LO, md adapt to, change in lcchnology and Consumer tarter 00 a tyndy bmir and 
cxplail nCw I o ~ c s  of revcnue from thcsc changes will affect the ability of Dircovcry lo Continue (0 grow, incrca~c ill 
revmue and numhr of subscrikn and Eman ~OmpsPGve. 

Tcrhnology in thc video, tclcsommvnicationr and data reMccr m d w q  is changing rapidly. Adv-aces in 

- .- -~ ~ ~ ~ 
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anticipated, and thcerc can bc no ar%urancc thai o w  burmcrs and Ihc business of o u  affiliaer will not bs adversely 
d f s t c d  by fumiic legirlation. new regulation or dercgulafian. 

and icgirtmionr from the FCC rcqvrrd for the conducc of ita ncwork scrvicc~ business. including d station and 
various dasrer of wireless liccaas and an authori=tion to provide ccnain semi_. Most of the FCC licmws held by 
~ r c c o t  Mcdis are for hansmii/rccdvc d stations. which m o t  bc operated without individual liccoscr. The liccnwr 
for mcrc stations sre p e d  for a pcnod of M e n  y- and. whilc the FIX gcncrally renew6 liccnscr for sav.Ulc csrtb 
rmtionr routi~ncly. thac can bc no a~~uranse thal Awcnl Mcdia's S c c n ~ r  will be renewed at their expkation dalcs. 
R~gishation with the F a .  rntha than licensing. i s  wired for rcccivlng tranrmiaaionr from ratelliter from points w i b  
Ibc United Smtcr. Ascent M d a  ic6ea on lhird party licenser M suthori~atimr wbco it transmits domcrtic ravllilc &IC 
h u g h  cutb statio= operated by lhird p d c s .  Our failure. end the failure of lhird parks.  to obtain rsncwals of such 
FCC liccoscs couid dimrupl rhc =work r-ccr segment of Afcc~ l  Mcdia and have P matsnal advsrw cffccl on Ascent 
Media. Further material changer in the law and regulatory rcqoirrmcnrr must be anticipaw and there can bc no 
iy-occ that om burinssrcr will not bc a d w n d y  affected by future lcgillatioa new rrgulation. dsrcguiatioo Or COYn 

dcdrionr. 

our bvsinerrrr opeme in an irure-gly comp~iliivr m r l r t .  o d  there is n risk rhm our burinrrrer mqv nor bc 
nblr IO rffmzrcry mmpelr wuh orhm prm'idm in rhcfvlvrc. Thc cntcmimacnl and m d a  sewices and programming 
busincam in which WE compete arehighly compc6livc and rcrvice-dsntrd. Ascent M d a  har fnu long-term Or 
cxclurive senice a p m c n l s  with is cmt ivc  services cur10mc11. Burincsr gcncrarim in there groups is based primarily 
on ~ u ~ t o m c r  ruirfactiao with rcliabi!iry, timelinerr, quality and prim Thc major mmtion plcfwc studios. which arc 
Awsnt Mcdia'r c u l m m .  such ar Paramount EcIurrr. Sony Piclvres Eolsrtunmsnt Taroliclh Cent- Fa& Univcrral 
Pictms. The Walt Dirncy Company. Mcrro-Goldv-May- and Warner Brothers. h a w  Lhc capability 10 d o r m  
rimllar ICTVICSI In-house. Thcsc studios alro have rubruotiaUy grcalu imancialmauccr than Ascent Media's. and in 
S D ~ C  cases rignificaoi marketing advanmgcr. Thus. depcnbng on the io-housc capacity available to some of there 
rfudios, B m d i o  may bc no1 o d y  a mlomcr buf also 1 competitor. mere arc alro nmaous  indepcndcnt providcn of 
S-~CEI similar $0 Ascent Media's. Thornon. a French corpomion. is alro a major competitor of Arcenl Media. 
p'uucuiarly under is Tcchicolor bmnd. as is K d a k  ~ m g h  its Larcr Pacific divlrion. We also actively compcte with 
ccrtain iudns?q participants that hsvc a vniqus operating niche M sp=cialry hrincss.  If thcrc wcrc a tiwiFcant dcclinc in 
the of motioo pictures or the amount of aigional television pmggramming prducc4 M if the studios or Ascent 
Mcdia's othciclicnu cithu established in-h- post-production facilities 01 rigniflcantly cxpandcd Ulcir io-house 
capabilirier. A ~ m t  Mcdis's operatiom could be matenally and a d v m d y  affectrd. 

ochuorh fa vicwcis in gcn-4 ar well as for vicwcrs in s p c i a l  interest groups and specific dcmopphic  calegoricr. In 
ordcr lo compete for these viewers. Dlrcovery mnst abmln a regvlar supply of high quality c8tcgOry-rpccific 
pro&ng. T o  the crtenl Discowry E=& W pMy supplim of such programming. it compncs with 0th- cable and 
broadcast tclcvirion networks forpropmming. The expanded availability of di@W cable Ldcvision and the inUoduction 
of dirccl-to-homc sateliiu distrihuon has greatly ina-cd thc amount of chanod capacity avaiiablc for new 
programming nctwortr. mulling io the tavnch of a oumbcr of m w  progiammiog neworb by Discovery and its 
compchton. "his increae in channcl capacity has also madc competitive oichcprogramming nstwod;s viable. bccavsc 
such nclworks do not nccd to rcach the broadest possible group of vicwcrr in ardsr 10 be moderately mcccsrfd. 

Dircovcry's program offerings my11 also compete for Viewen and dvmism with 0 t h ~  cntenainmcnl media. such 
as home video, adinc activities and movies. Increasing audimcc hgmcotatioo could havc an advcnc cffccl m 
Discovery'~ advcdring and subscription ~ ~ Y C O U C .  In addition, Ulc cablc tclcvlrioo and dkcl-to-homc ratcfittc iodurtiicl 
have k e n  undergoing a pcnod of consolidation. As B result the r m m k  of potential buy= of the programing wrviccs 
offsrcd by Discovery is decreasing. la fhis more concenhatcd market, thcrc can be 00 as lmcc  that Discovery will bc 
able to obtain or maintain camiagc of I& programming r-ccr by distributors wbco iU -cnt long-term con?mcU ax 

Failure IO obtain rmeuolofFCC Lrmra could dismpr our burinerr. Asccnt M d a  holds licmwr, authmizatlonl 

Dncovery U @manly an e n t d n m e a  and pm.wrming company that compete with otha programrmng 

up for rcoswa1. 

we M1.r owrlapping dmcclorr o d m n n o g m m r  with merry a d t i b e r r y  Global. Im.. which m y  lend Io 
conflicting m e x m .  Five of our six cxecutivc ofticen airo wwc as cxccutivvc officcrr of Liberty and one of o u  
erccutivc offi- ~ w e s  as an cxccutivc officcr of Liberty Global. la., ox LGI. LGI is an iodspmdcnl. publicly haded 
company. which was formed in s~mection with thc business combioaiim kt-n U~itcdGlobalCom. Inc. and Libcny 
Media Inmatima1 Inc., or LMI. AU of thc rh-a of LMI were distrihtrd by Libcny to it3 shareholders in l u c  20%. 
Our board of directom includes p o n s  who are membar of the board of dlrcclors of Libcny andlor LGI. We do not 
o w  any intsisrt in Libuty M LGL and to our knowledge Liberty and E l  do not own any intCreDf in us. me cxccutiyc 
officm sod the mcmbm of our hoard of dkectm have fiduciary duties to o u  Ilocktoldcrs. L k w k e ,  any such pcrlonP 
who m c  tn nrmlarcapacltle at LIbCny MOlM L U I  "a Ye "0" 

such persons may ha% 
y 
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lrrcindcd by Libmy's board of dir&n h its rolc disczicIion it m y  tim, and the p l i c y  automatically t w i n a t c r  
withnut anv hvthcr action af the board of dixcfors of Libsfv on the r s o o d  a m i v a r w  of the dimibution dare. From 

. authorizing fhe issuance of "'blanL c h c c k  p r c f d  riock, which a u l d  bc issued by our board of diicclorr to 

. darsifying ow board of diercctan with sfaggued Uues-year LEN, which may lsngthcn lhs time required to gain 

rocmase thc numbs  of ovfsiandmg r h m  and thwm a takcovcr attcmpt 

conml  of our board of dirrcfon: . t imiti~g who may call $ p i a l  mecli~gs of Eharcholdsrr: 

. prohibiting rhareholda action by -nca consent (mbjec, 10 ccMln cxceptionrl. thacby rcquinng shareholder 
a c t m  to k taken at a meting of the shareholders; 

. establishing advance noticc rylurcmcns for nominations of candidates far election 10 ow board of d-lors M 

for pmposing man- that can bs aced upon by shareholden BL rharchaldsr mcctiDg8: 

. rrquviog sharehaIda a p p v d  by holdm of a$ kart 80% of o w  voting pow= m the approvd by BL leal 75% of 
ow board of dirsstoia with rrspcn to d ~Mordinary m ~ ~ m r ,  mch ar L merger M consolidation of ow 
company, P rdc of all M rubsmoiially all of om ~SIIELS or an amendment lo our ralalcd arbficale of 
LDs~omtioL1: - . ~ q ~ m n g  Ulc consent of thc holdcn of at leaf 75% of thc outstanding Saisa B cornmoo slock (voting = s 
scp~dte class) 10 a r t s i n  share disvibvlion% and other corporate actions in which the voting power of thc S e e r  B 
S O m O n  
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Om company has adoptei a rharcboldn rights plan in orda  to eocowagc aoyanc see!&& 10 =qui= us to neg0tiaLe 
with ow hoard of dliccron prior (0 attcmplbg a talicovcr. W c  the plan is dcsigncd fa guard against crrrcivs or unfail 
ianics ID gain conml of us, the plan may have h e  effen of making mort diffirull or dclaying m y  aucmplr by Oulm to 
obtain coouol of us. 

Om company has adoptei a rharcboldn rights plan in orda  to eocowagc aoyanc see!&& 10 =qui= us to neg0tiaLe 
with ow hoard of dliccron prior (0 attcmplbg a talicovcr. W c  the plan is dcsigncd fa guard against crrrcivs or unfail 
ianics ID gain conml of us, the plan may have h e  effen of making mort diffirull or dclaying m y  aucmplr by Oulm to 
obtain coouol of us. 

Holderr oJmy single series of our common rrock moy not haw m y  remidrrs cony action by our dirccmrr or 
oficrrr has m adverse cffec! on only IM siriis of our common n o r l  Principles of Dclawarc law and h c  provisions of 
DYT restated mif ica te  of incoipaafioo may p o e t  dmisionr of ow hoard of dYCEfml that have a disparate impact upon 
holdm of any single r e e a  of om common stock Undo DcLawue law. ibc board of d h o n  has a duly to z l  wilh due 
c m  and in h e  bcst intacm of all of o w  sharcholdcn, including h c  holdm of dl sties of OY common stock. Rinciplcs 
of Dclawarc law established in cases involving differing irc~Lmcnf of multiplc C I ~ V S C E  m s c k r  of stock prouidc that s 
board of dl~ccton owes a0 q u a l  duty io dl common s h d o l d e n  rcgardlcss of dasr or r a i m  aod d m  no1 have scparatc 
m additional dunes LO any grovp of rharcholdm. As a r e r u l ~  in some cirrumrtanccr. ow d-tors mmy be requircd to 
m&e a decision that is adverse 10 thc hoiden of one -cr of OUT common no3k Under the principles of Ddlwue law 
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( I )  lncludcr impairmenrofgooddland odiaiong-tivcdanretr ofS93,402,WOandS83,118.WO fortheyemended 
December 31.2006 and 2wZ rerpctivcly. 

(2) Basic and diluted net camiogr (loss) per wmmon share is based on (I) ?80.199.000 rharcs, which i s  &e ovmbcr of 
sharer isrued ni thc spin off, for dl pcnodr prim to thr spin off and (2) ths a d d  nvmha of weighted avmge 
oulrlandnig rharcr for dl p&&r suhryuml to Ihe spio  off^ 

-1. M-f&cursiun lindAwl*rir offinnncinl CondWn n n d R ~ s v l e  ofOormu+onr. 

The following d i m l i o n  and analyrir piovidcs informatian concerning o w  remits of operalions and financial 
condition. l b  discussion should bc xad jn conjunction widi our accompanying wosolidated hancia l  SlalcmeOU and 
the notes thereto. 

Qy& 

as a dividend Lo haldm of Libmy’s Series A and Series B commoo stock. SubEcqvcnl b thc spin off. wc arc B ScpBTatS 
pub6ciy uadcd cmpany and we and Libmy operale mdependcnlly. The Ipm off did no1 iovolvr the pymcn! of any 
wnrid-tian by the hoidm of Libcrty common stock and MI intcndcd Lo qvalify as a tax-free spin off. The spin off har 
hem accounkd fox at historical cost due to the pro rata name of the dirribulion. We are a holding company and ow 
hurincrrsr and ase16 incivdc A9ccnt Media Group. LLC ( “ h n t  Mdia”). which we consolidate. and a 50% o w n h i p  
inkrcst in Dincovcry Commuicatinnr. Ioc. (“Dkovcry” or “IXl”]. which wc accouot f a  using thc cquify method of 
accounting. Accardingly. as described k l o w ,  Discovery’s revenue i s  not rctlcctcd in the ~ C Y ~ Y C  wc q C n l  in M 

financial stalemenu. In addition to die foregoing arrels, immediately pem tn the spin off, Libmy lranrfencd lo a 
subsidiary of o w  company S2W milhon in cash. 

Arccnt Mcdia provides creative and network scryiccs lo the media and cnt&uncnt industricr. Ascent Media’s 
d m 1 6  include major motion pic- ~udior ,  independent pmducm. broadcast network$. cable programming nclworks. 
advatiring agcnclcs and otha companicr that pmducg o w  and/or dirtibufc cnlulainmcnL news. s m .  corpmate, 
educational. iodushial and a d w i r i n g  content. Subrcqvcnl to an operational rcali-nt io 2006, Aiccot Mcdia’r 
operations BJC organid inlo die following thrsc group: creative rcnncer. Network sonccr  m d  Caporak and oth-. 
Asccot Media has few long-vrm or ~rclvrivs agreemenu with 1L% m a t i v c  Icryiccs NSlomm. 

In 1 a O J .  Ascent Media will conlhuc to f a  DO lsvaagnig its broad array of media s-csr 10 markel i t sd f  a3 B 
full rmlu providcr io x w  and existing cuslmeri within the fca~vrc film and television prdvction indwuy A w n 1  
Media &o b4Uucs it c m  o p W  iu position in dic makc, by growing iu  digifal &a managemcot burincrr. With 
facililicr in Ihc U.S., the Unircd Kingdom. Asia and Mcxico. Asccni Media hopes I o  ~ C M S C  is sen4ccllO mvltinalional 
companies. Tbc cbauengcr lhat Ascent Media faces include differentiating is prcduc& and scniccs to hsip maintain or 
m-ax ~pcmting margins and financing capitai erprndifures fa equipmrm and odicr items Lo mti%fy aslomen’ &$ire 
for swiccruringtbc latcrttechoology. 

OU mwt rignlflcant _set is Diwwcry. in which ws do not have a conmalling financial infacrt. Dircovny is a 
global media and enlenainmcnt company hat provides onginal and pwrchared vidco programming in the United States 
and o v a  170 odio  c o u r i i n .  We accoynt f a  ow 50% owomhip in-11 in Discovery wing the equity mcdid of 
accounting. ~ccardingly. eur rharc of &e mvls of opcmtionr of Discovcry is rrflseted in ow consolidated re& oy 
m i n g r  a l o s e %  of Discovcry. To a~siif the rcadcr in bctfcr vndartanding and analyzing ow buiinaa, we have 
included P scparate dircurrion and analysis of Discovcry’r results of opcmtiauonr and financial condition below. 

E f f ~ ~ e u t  jdY 21.2WS. L ~ k n y  complcbd a spin off mrac l ion  punuanf to which o w  capifal s t o ~ t  was dirlnhutcd 

___ - ~~~~~~ n 0 .~ ~ ~ ~ ~ _ _ _ ~  
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Accmrh'eallh Effcctiuc January 21.2006. one of ow subridmiss acquired Iubrlantinlly all of thc a r s m  of 
AcccoMcaltb LLC's (aAccmMcalWl hcallhcarc mcdia burincsr for carh coosidcraiion of 146.193000. AcccnMdth ~~,~ ~~. ~, ~.~~~ 
operate$ an aduatuing-%ported captive audicncc Lclcvirion ochuork in doltor office waiting moms oationwide. For 
fioancial q o n i n g  p q o r s o ,  the acquisition is dcemcd to have crcurred on Fcbruary 1,2W6. and the nrul~r of 
opcrafiom of AcccnlHcalth havc k o  included in o u  camolidatcd rcrvlU a% p u t  of the nctwork wMccs group sin- thc 
date ofacqwritioo. 

l a b t o r y  and rull hag=  preservation and rerimtion company, for $IO,wO,030 in carh plus C O O ~ ~ O ~ C O I  compsnration 
Ciwtirch On October 2O.u)04. AsccnlMedia acquired substantially all of the ~SSCLF of Cinctech Inc.. a film 

of up to $1,5OO.wO to be paid based nn the satisfaction of m a i n  contlngsncicr BI ret fonh b fhc p-hars ~.-msnt. 
Cinefcch i s  included in Ascent Media's creative iuvicer group. 

London Piayovr Cimre. On March 12.2004, Aycnt Mcdia 'quid the cnlic isrved share capital of London 
Playml CcnSc Limilcd. fm a cash p m h a r c  p%x of S36.513.WO. London Playa t  Ccnwc. which wc n f m  to as LPC. is a 
U K - k d  1cLcvision channcl origination facility. LF€ is included in A~ccnl  Media's network ~ c M c c r  p u p .  

arvt mtkmsnt obligations. rrrVucfunng and impairment charger that arc included io the mcaswcment of -ting 
incomc pusuani to U.S. gcncrally acccplcd accounting principles. rn GAAP. Accordingly. opcradwlg carh flow rhovld be 
considered in addition io. hut 001 as a substitute for. operating income. cash flow provided by optraring activities and 
other mcaswei of hoancial pccformancr pqarcd in accordance with G A M .  Sec m t c  11 to the accompan)mg 
sanrotidaled hnancial stltsmcots for a roconciliatioo of operating carh now 10 emingr (lass) bsforc lncomc tmss. 

Rsolb 01 O ! x m l h ~  

Gu consolidated rcrultl of o p t i o n s  i n c l d c  gcncral and admuurtatiuc cxpcmcr incurred at ths DHC corpoms 
kvel lW% of Ascent Media's and AccenMssllh's ~ C N I ~ P  and o w  50% share af eamingr of Dircovcry. 

Arccnf Media's m a t i v c  s-cm group CCYC~UC i s  p t i m d y  gcnaatd  from fccr for vidco and audio p r l  
production. v i a l  d f e a r  and sditdal d c e s  f m  the lelcvisim. f c a M  film and sdv&ring indwh'icr. Generally. 
there &ccs penain to the cornpidon of f c a M  films, ldevirioo programs and aduutiremmtr. Thee pojju-e 
normally span from a few days LO k c  months or more in length, and fees for these projccis typically m g e  horn 
I10,WO to S I  .OW.WO pez pmjz t .  Additionally, thc ma ti^^ s-ccs group provider owners of Nm libraicr a braad 
m g c  ofrcnmtian, preservation. d i v i n g ,  profersiansl marteting and duplication =Mer .  The ~ o p c  of the= c1ca1ivc 
s w i c c ~  vary in duration from one day to s e v d  months depcoding on the oatwe of the iervicc, and fees typically m g c  
from less than $I.WO 10 $100,030 pc7 project. Ihc meativc &ccr grmrp inclndcs Arccnl Media's digital media ccom 
which is dsveloping new produce and businesses in aw such b\ digital imaging. digital media and interactive mdib 

Thbc nc~iork s-icss group's rsvcous conrise of focr relating to faciliticr and SM~CCI ns~cssary to arrsmblc and 
msport programming for cable and hoedcart networks amoss the world vis fiber, ra~lli lc and the IntemL1. The group's 
nvcnum are 4x0 driven by sysfcms iatcgration and field ~ p p o r t  u M c c i .  fcchoalogy cmsyifiog rcrviccr. design and 
implsmcntalioo of advanced vidw 3ystcm, cngin-g pojccl managcmcnL tccbcal  hslp dcrk and fidd s-icc. 
Agpiorimately 63% of thc "stwork rmicer group's reycnus relates lo broadcasl IuviccP. salcllilc opuationr and fiber 
sm$ccs that are camcd monlhly vndm long-km co-fa ranging g c o d y  from ow to 
gproximatcly 40% of rrvenw relater 10 ~ys temi  inregmtioo and engineering services that M provided on a projcn basis 
over 1- generally ranging horn thrcs to t w d l v ~  months. 

Corporare mlated ism and crpcnscr arc refleclcd in Corporak and other, bdow. Con of ~ m i c c s  and opcming 
expenses con6i6U ptimdly ofproduction wager. facilily toss snd other direct core and selling. g e n d  and 

ycm. Additionally. 
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Our conrolidalcd results of opc~alionr for the year mdcd Dcccmbcr 31.2W6 include approximately c b e n  monh 
of result3 for AcccnMcalih. n c  consobdated ic$ulti of operations for Uir year ended D s c m k  3 I. 2D% include 
approximafely nine months of results for LFC and qproximalcly mo mooihr of results lor Cincfcch. 

I E 2 9  78625 97.795 -A- 
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coded Deccmkr 31.2W6 and m5. rcspcctiuely, as compand to thc comspponding pnorycar. Far 2006. thc acquisition 
of A-tHaIth added 56,565,030 of SG&A CX-Y. slightly offset by lower pcisonml m6U and proferrional fees. The 
IO05 in__ io SG&A cxpcwue i s  primely ai~bvlabls to ihe impact of the 2LCd acquiritionr of 15,270,033 and the 
grounh in 2035 rcvauc driving high= labor. facility and wlling cxparcs. As a pcraol of rrvmuc. S G M  iocrcmcd 
from 24.5% to 25.4% for thc y e m  ended Dscmbcr 3 1,7M)5 and 2006. mpcftivcly, d m  LO ihc acquisition of 
AscmHcalth io 2036. combined with a slight o v d  dschns 10 ~ ~ Y C ~ U C .  

Corporate and other opsiating cash flow improved $4.61 3.000 in 2036 p - d y  due to lower A ~ E C O ~  Media 
corp-e expcnscs. pamallyomci by an i n c r e a ~  in DHC coqmae, general and adrninlsmtiueexpcns which were 
$9.360.w0 and $6.467.000 for !he YCM cndcd Dcccmkr 3 I. 2036 and 2005. rcspcctivdy. The ,W5 d-asc in 

Depreciorion und Amonliarion 'The d e a r a x  in depmiation and amortilation cqpcnsc from 2005 to 2036 is due 10 
asem becoming fully deprcciaird pMially offwt by capital cxpendifurer and the AcccnlHeslth acquisition. Dcpcialion 
and a m o r n l a ~ o n  were comparablc in 2035 and 2w4. 

SrocX Compcnrvllon. Stock-bared compcnsatioo was S1.817,oW. S4.383.W and 12,775.W fm ule years ended 
Lhcmbcr 31, 2036.2005 and 2LCd. rrspeiucly,  and IS included in SG&A in the ConBolidaled Slaloncnm of Op=ratioianr 
and Comprchcosivc Eamingr (Loss). Effcctivc Jan- I ,  2W6. wc adopted Stafemcnt No. 123R. Slalcmcnt No. 123R 
nquxcr that wc amortiw the pl dale fair valvc of ow stock option and SAR Awards that quabfy as CqiUly awards 8s 
stock compcmation c x p s ~ ~  over the "wing pcnd of such Awards. Stalcmcnl No. 123R dro quires that w m o d  
ow liahibty awardr at fair valve each q o n i o g  pcticd a d  mar h c  change in  fair value bc reflcced as s l a k  
c o m p e ~ n i o n  cxpcnsc in our consolidated ~fatcmmt of 0 p " o N .  Prlor I o  adoption of Sfnlement No. 123R. the mount 
of CX~CNC arrociaW with stock-based compcnratioo war generally bared on the vc~ting of the related stock ~pl ionr  and 
stock appreciation rights and Ihc market *cs of the mdcrlying common rtak. The cxpcnse reflected in our 
consofidnd financial sta~cmcnts was h a d  on ulc markct pncs of thc undcrlying c o r n o n  stock as of lhc datc Of thc 
financial *,atcmcnts. 

with ucrc~w p r i e s  that YUS 1s11 than the market pnce of Ascent Media commoo rtwk on the dale of grant The Arcen1 
Media Options became cxucirable for LikEny shans lo conncflioo with Libcny's acquSi6oon in 2003 of ths Ascent 
Media s h m  that it did not alrcady o w .  Prior to January 1.2006. we amortized the "in-the-moncy" valve of thme 
options over Ihc 5~ycar  vesting p a i d  C h o  Arcsnt Media employees also hold options and stock apppracialion rights 
manled by companies q u i d  by ArcsoiMedra io thc past revsmd yean and exchaogd forLlbcrty optioill and SARa. 
Rlor to January I, 2m6 wc recorded compcnration cxpcns~ far the SARr based on the underlying stock ptiec and 
vesting of such awards. 

00 May 24. LUU5. L i h n y  cammcnssd 80 offcr 10 puchars cadin stock options and SA- held by cligibla 
cmployccs of Asccol Media. Thbc offcr to purchase rclatcd to I ,173,028 options and SARI. and the aggrcgatc offeng 
pncc f m  such options and SARr '8s  approiimatcly $2.15 million. The off= to pwcheY expired a1 9:W p.m.. Pacific 
tim~,anIunc21.2035.EtipbLccmploycerlsndaedoprionswithrcrpcctto 1.121.673rharrlofLibcnySeesA 
common sr& 8nd Libsty pvrchased mch optionr for qgiegate cash paymats of appro..imatcly $2.14 mX00. In 
comcction with these prcbarrr. A~ccnt  Media rcoided 2095 compcnration c x p c n ~  of $3,830,000. which included 
(1) ulc m o u n t  of the cash payments less any previo~dy accrucd compenaatioo for the S A D ,  (2)  the P ~ ~ o u S I y  
unamortized io-the-moncy valus dated  LO the Aaccof M d i a  options and (3) ongoing modzalion of thc unsxe~ci6ed 
Aranf M d a  optionr. 

In 2001, Ascent Mcdia granted to rotain of i s  offiurr and employees stock options (the "Aaccnl Media Options'') 

As of Dcccmkr 31,2096. the total compcnration cost relsled 10 Ynvesled equily awards wm $1.1 million. Such 
amount wdl he rcfognivd i o  ow consolidad slatSmEntB ofopcrationr through 2039. 

Remmuruting Charge>. On An@11 18.2036. A~ccnt M d a  announced that it iotsodcd Io r m d o c  ifs Ebuchlic 
into N.0 glohal operating divisions - mativc Saviccs group and network s C m a s  group - Io bclta align Ascent 
Media's oiganimtioo with ulc mmpany'r ~vatcgic goab and lo m p n d  10 h g c r  *thin the d u s Q  drivul by 
tcchmiogy and olrromcrrrquvrmeau (the -2096 Rc~mucIuing'7. 'the opcntions of thc media managcmsol &ccs 
group YCIC rcalignsd with tbc ofbcr NIO group. which was completed io the fmvth qnmw of 2006. As B rcruU of the 
reabgnrncn~ Ascent Media recorded a rcrtiuctulng charge of S12.092.033 d-g the y m  a d d  Dcfcmbu3 I ,  2006. 
primarily related to JCYCTBOEE. There rrrtiucfunng activities were primarily io the CaporaIe and other group in thc 
~M- . .  
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During Ur yew ended Dcambci  31.2WS. Asccnf Media mordcd P mrlrucfming charge of 14.1 12.003 related to 
the consolidation of certain OpcTZting facilities rervlflng in exass IC& space. consolidation cxpmscs and sIysmcc 
ham redunions io hcadcounl. These r-fmctunng activlticr were implemented to improw Ongoing o ~ t i a g  effinencica 
and sffectiucncns W a r i l y  in the cr~ativc mviccs ROUP in h c  U.K. Thnr WBE 00 rcrtrushlnng charge in 2W4. 

Impoinnou ofcoodwill As a result of h e  ?W6 RcsrmcmMg and thc declioing financial pcrformancs of thc mcdia 
manapcmcnl scrviccr -up. including ongoing o ~ a t i n g  lorre dnvsn by tachnology and cutomm requiremen1 change 
io the industry, the media managemcot rsnicsr p u p  was lcsfcd for goodwill impairment in thc & i d  q u a m  of 2W6. 
prior 10 DHC'r m u d  godwiU valuation arrarrmcnl of the cntire company. DHC crtimated the fnL value of that 
reponing urVi principally by using mding multiples of rev~nuc and operating cash flow of similar compeer in thc 
industry. This test rc6ullcd in a gmdwiU impairmeat loss for thc media managcmcnt x d c c r  group of S93.40LWO 
which rcprctsnts thc cxccss of the cBT)iog valve ovm thc implied fair value of such gOcdwiU. 

dcmsaxdv1,201,000oi5.0% inZWs.Ths2006inaesseisductoDiscovsry'rhighcropcr.tingin~omspaniallyoff~ct 
by highcr inerest expcpcnr sod the change in minority i ~ k r c l t s  in consolidated rubrididsr.  Diicovcry's net iocomc 
d-arcd in 2005 as iocrcavr in revenue and operating income were mom than offrer by in-e in intcmt expenrc 
and income 181 cxpmsc. 

af Financial Condition and Rcsulm of Operations of Discovq.'' 

Share of Eamrngr of D c x o w ~ .  Our share of ~amingr  of Discovery inacawd $23.778.000 m 29.8% in 2006 and 

For a more d e 6 1 4  discussion of Dircovcry's renulU of opcmtionr, lee "- Managemcnt'r Discussion and Analysis 

Income T a r n  Fm thc ycar ended Dcccmbcr 31,2006. we recorded income bx erpnsc of v13.942.033. bul had a 
101s hfoorc Lues of $2,068,003. "he pre~tax 1011 resulted prlmdly from a 193,402,000 gwdwiU impairment Chargc 
rrcorded io thc K i d  quKtcr of 2W6. for which we ieccivc no far bensfir. Our CffCnivc L 8 1  rate was 59.5% and 34.6% 
lor thc years cndcd Dccemba 3 1.mS and 2001. rapccdvcly. W h i r  wc were L subsidiary of Libaty. we calculafcd OUT 
& f a d  tax tiabiJitici using Liberty's blcnded weighted avcragc I I S ~  tu rate. Subwqumt to OUTS@D off, we assesred 
such rate m light of thc fact that wc arc located primarily in Calif-% which has a higher state incomc tay. raV than 
m y  01 the othcr states io which L i m y  d a r  buriocrr. and we determined that ow effective tax ratc s h d d  be 
incrcaredfrom39%to3955%.Thiiincrca~rerultcdinaddiliooaldcf~rrcdlaicrpcnscinZWSofS15.263.WO.Ow 
income fax rate io ?W5 was higho than ihc fcdcnl income lax mfc of 35% dus 10 ifatc and forcigo Lu cxpcorc. 

sndul Decembcr 3 I, m6. 2035 and 2GW. respectively. The change between cach of there years is dvcusred in h e  
aforementioned flucrudions m rcvcnuc and cxpcmcs. 

U a g i m y s n d C a ~ i t a l R - a  

For ths year ended Dccemher 31.2006. mprimary us- of cash w m  capital trpcnditwcr ($77,541.003) and 
acquisitions (146,193.000). Wc funded these lnvcrting activities with cash ham opcming activitics of $73.633.000 and 
with our available a s h .  Of the foregoing 2W6 capital cxpenmmr, $?I3.316,003 rclat~i to the buildovl of Asccnl 
Mcdia's cxlrting faciliticr for cu~tomcr spccific camact% The remainder of OUT capital crpcodiwcr rclalc6 10 purchawa 
of new e q u i p m i  and the upgrade of exisllng facilities and equipment. For the foreweablc fufurc, we exppscI10 have 
sufficient available cash balanDc5 and nn cash from qcrating artivitics 10 mcd our working capital n d  and capital 
cxpcndilurc quiremenu. Wc intcnd to y c k  c r t ~ a l  c4yily M debt financing ill the Svmt any new invcllmsnt 
oppomniticr. additional capifal crpcndifurcr or m opcrationr require additional funds. bur &err can bc no assumcc 
that wc will be able to obtavl equity or debt fioancing On lcrms that arc nccsptable 10 Y. 

which W E  expptcf will bc funded with thck caJh from opcratroos and cash 00 hand. 

Our ability to rssk additional sauces of funding dcpcods on m hhvc financial porition and rcrdfs of ~pcmtions. 
which. ID a a m i n  extent. sre rubjcct to gmnal conditions in or Bffecting ow iadulry and OUT m1<omc13 and to gcnml 
ecommic, pohtical, imancial compctitiuc. lcgislativc and regulatory factors beyond ow comal. 

qipital sfmk OT o i h m i v  d i s h b u t s  carh to is stackholdee. Hismrically. Diseovcry has napaid any didden& on is 
capital stock and wc do not have sflicicnt voting caned 10 czuc  Discovery LO pay dividcndr rn m&c othcr payments or 
advanccr to "I 

Ne,  Earning, (Lomi. We recorded nct cmings (loss) of ($46,010.003). $33,276,003 and $66.108.003 for the years 

lo 2207. Ascent Media and AucmHcalth erpecl Io I-d approrimalely $6O.wO.003 for capital cipcndifurcs. 

U'c do not haw acccss to thc cash Dircovciy gencravn hem its operations. unlcla Dkcavcry pays B dividend an itr 
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Valunilon of Dej'erred T u  Assor. In accordance with SFAS No. 109, "Accounting fa Income Tarcr". we review 
the nahve of cach sompoocnl of ow dcfcncd i n c ~ m c  taxa for rearonablcncsr. We have detcnniad that il is more likely 
than not that we ulll not realize the fa hcncfifr asrociatcd with cenain cumulative ne operahg lorr cany forwards and 
impa-cnt rcsc~vc& and m ruck we haw aslahiirhd a valualian allowance of $96,223.w0 sod $91,235.oW ar of 
Darmbci31. 2CQ6and2W5,rcrpectiucly. 

DirDVDrs 
Wc hold B SO% ownaship iolcrcst in Diravcry and account for I& iouerhncnl using the quiry mcthod of 

accounting. Accordingly, in O Y ~  financial 8tatcmcnLF wc record our share of Discovay's net income a 101s available to 
common rhaicholdcrr and rcflccf this activity io one linc itcm in thc %tatemem of o ~ a t i o m  as "Share of &gr of 
Dwovcry~'" Thc foUawing financial l n f m a t i o n  of Dircovcry for the yem ended Decem& 31.ZW6.2WS and 20% 
and rclavd discurrioo i s  prcscntcd to pra\ndc the d c r  with additional aoalyris of Lhc o p t i n g  rerulrr and financial 
positmn of Discovery. Buaurc  we do nof Coneol thc dccirioo-raling p a c r s  or businerr managcmcol practicca of 
Diicovcry. w rdy on Dircovcry to providc YI with fioancial i o fmauon  prrparcd in accordaocc wiMm GAAP that we use 
in thc application ofthc qui ty  mcthd. Tho information included io &is section should be read in conjuoction with the 
audited financial 6IPlemcou of Discovery for Ibs year ended Decrmber 31,2W6 included c l w w h m  h m i n .  'the 
following d i s m s i m  and snalyrir of Discovsry's opwtioor sod fvlaocialporifioo bar bcco prepared b a d  on 
infomalion that wc ECE~VC from Discovery and qrewntr OUI views aod lmdcntandog of their o p t i n g  pcrfmmaocs 
and fioancial position bard on such infomation. Dircavcry is not a scpmtely h a d d  public company. and we do sot 
havc thc ability LO EBUC Dircovcry's managerncnl topreparc their o m  managcmcnt's discussion and analysis f a  our 
pqoser.  Accordingly. YC note the the matcrial prcieotcd in &is scction might be diffcrcnt if Discovery's management 
had prepucd iL  

The foliowing dismiiion of Discovery's rerullr of operations is prcscntcd 00 a mrolidaled basis. In ordn to 
pmnds  8 k t i u  undcrrtanding of Diwavcry's opwtionr. ws h a w  also included a rummmiud prcrsntation of rcvenm 
and opaaling cash now of Diuovcry's Lhrcc opwting groups: D i r c a w  oclwmh US. 01 U.S. newah. Discovery 
nclwmkr ilrmationsl. M inlcrnstional ncfworks. and Discovay commerce. education B othcr. 

"hc U.S. nclworks is Discoucry'r largo, division. It ewm and qma~cr 12 cablc and ratcllifc channels and pravihr 
dmmbutmo a d  adyefiring sale$ services far BBC Amuica and distribibutioo acMccs for BBC WorldNcua. lnvmational 
ncfworks manages a ponfaho of channels. led by thc Discovcry Channcl and Animal €?and bran&. that is dirtibvted in 
vinuaUy cvery psy~lclcviirion market in the world via an infraimccnrc that includes major opcrational mtm in London. 
Singapoic. Ncw DcE% and Mi-. Discovery C O ~ C T C E ,  education & othsr includes Dircouery'a retail chain rtms 
operatmns m d  other direct conwrner marketing activitiu. a6 well as Dircavay education, which manag- Dieaucry'a 
distnbutinn of educarian conftnt lo schools and consumen 



Burinea Sqrnenl Results of Dirovrry 
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Distnbulion r e v ~ u c  increased SI28,901,WO rn 18% and S130.6Q9.000 M 22% PI the U.S. nctworks dwing the 
yean coded m c m k  31.2006 and 2005. respcctivcly. T h c ~ c  innsaasr are due lo an 11% and IO% inncars in p a ~ n g  
rubrcnpiim mfs for thc ycam ended Dcccmba 3 I, 2006 and 2W5. rerpstivcly. combined with conmawl rate 
incxcases. Launch amoxtiation 81 the U.S. nctworlra. a conuB-~cvsn~c ikm. w@.? $72,585,003.$67.750,WO and 
$93,163,000 for the y c m  rndcd D-ba 31.2006. zW5 and ?M4. res-iusly. Many of Dircovuy's domestic 
ncfwork3 arc m e n l l y  dsliibuted to substantially dl of thc cahk Lclcvirion and d k c t  broadcart aafcUlk hama in the 
U.S. Accoidingly.lhcralc ofgro~inU.S.dishb~tionrcvcrmciofuhlrrpmo&ircxpcctedtobclcrsthan~rlOncal 
ralcr. 

At thc mtcmational nctworh. dmfihbution revcnuc increapd 23% and X% d-g 2W6 and 2005. rcspstiuely. 
Such incrcms wcre principally comptired of combined Icvmue growth in Europc and Lath h t i c a  af $96.897,nw 
during 2006 and g a w k  h Europc and Aria of $19,167.[00 dwing 2005. resulting from a zw6 io__ in p a d g  
rubmiptioo WVCI of 13% combined with conmchlal nlc inncarcs in ccsain markcts. D i u o v u y  also crpencocsd B 
XI06 fa11 ycar impact of new channel launcher in Italy. France and Gcrnany. Suhscqvcnl to Dccemhcr 31.2006. 
DUCovery completed negotiation9 for the rrncwal of long-urn dirhbutioo ageemens for c u t i n  of i u  Europcan cable 
ncfworkl and paid a disliibvlor $185.4 million. Such paymmt UlU bs amortized ovm a five ycar 1- r ~ ~ u l f i n g  in ao 
appioxUnaic $35 d b n  annual d u c t i o o  in iotcmational dishbution r e v m ~ e .  

A d u h r i n g  rcvcnue. which includcr r e v a m  from p i d  pro-g. crpericnced a 5% increau for each of ths 
ycars ended k c m k  31. zw6 and zW5. with s S34,710,0W m 14% incrcarc at thc inlcmational netwuorks and s 
120,879,000 or 2% inme- at the U.S. nctwmks from 2W5 to 20%. Tbc incmsc  in in-ational ocrvorks advcdring 
~ C V C ~ U C  was due primarily to higha  vicwmhip io Europe and Latio Amcfiea c o m b i r d  with an incremcd mbrmkr 
b s r  in most markets uorldwidc. The hr- io advmisingrevcnua at ths U.S. nstworks war primarily due tohigher 
advcnising d - o u l  mtcs and high- audicncc delivery on c u t i n  chaonslr. Paid programming. whmc Diuovcry sCLB 
block of Urn ptimOniy lor infomercials that an a i d  d-g the ovemighl h o r n  on certain networks, rcprrsntcd 6% of 
!OW advcmning nvcmc for rncb of the y- cndcd Deccmhcr 31,2006.2W5 and 2006 

Thc m~rea ie  in advertising revenue dwing 2005 was pri-ly duc to a 28% incxease at thc iotunational nctworb. 
O w  lwowhirds of thc international ncfworlr' advertising revcru is gcnmled by is operations in ulc United Kingdom 
and Europe. The incre- in intcmabonal networks advmiriog rcvcnuc was comprised of a S36.926.M iocresy 
rmulting from higher uicwerrhip in the UX. combined with an iocrcascd s u b s m k  base in the U.K. and Europ. 
hdvediring rcvcnuc af thc U.S. ncfwods war csrcntially nal io 2WS. increasing $1,316.w0. BE higher ratcs at ccnain of 
the k g s r  ocfvorks, combined with growk at othcr o w _  octworkr. was offset by d-arsr isrultiog from Iowa 
audicncc delivery u m a i n  of the I m p  network% 

With I 2  domestic churnsls. Dircovny offsrr ~ o l u t i m ~  Lo advmiscrs that allow ulcm to reach a bmsd range of 
U.S. audisncr dcmopphicr  in thc face of increarlng hagmcntaion of audicncc share. The LcIcviirion i n d u r q  U facmg 
rcwral ismci with regard 10 i u  adrefiring revcnuc, including ( I )  avdisocc fragmcnfafioo cav~cd by the proliferation of 
o tha  lelevirion naworkr. vidm-on-demand offerings from cable and sakUilc companies and broadband cooLent 
affcnngr: (2) the dcploymcnt of digital video recording dcviccr, allowing c o n i u m  to lime shin propmdng aod skip 
m fast-fonusrd though advcniscmcm: and (3) consolidation ulrhin ths advcrtiring i o m i s q .  shifting m o ~ c  lcvcragc 10 
Ihc higga agcncics and buying groups. 

Cammarc. educamn aod olhErrrvenuc increased SIOJ77,OW a d  $10.959,wO related Lo the education bminncrr 
and incrrared $10,051.003 and $9,363,000 rclatsd lo the E O ~ ~ C ~ C C  husiocrs for Ihc pm cndcd Dcccmkr 31.2036 and 
2005. rerpctiuely. Dunog the fovnh parts of 2006. D i r c o v q  made a nvmba of erg-ational and ~ ~ a t ~ g i e  
a d j u t m a t s  lo i t s  education burincrr to focus thc n s o w a ~  dedicated 10 thhc company'$ direc-to-wbool dishbution 
p ls l fom~ uniirdnrroming. as wcU as the division's othcrprsmivm dirrct-to-school subvnption wrvicea. Subuqmnt to 
D s c m k r  3 I, 2006, Discovery initiated a raatcpic review of its corn- business 10 emhate potential new operating 

Cor, ofllnienur. Carl ofrcvmuc increased 14% and 16% for the y ~ v s  cndcd D m m k  31. 2006 a d  2005, 
~3pcctivcly.Arapcrccnt ofrevmu~,corrofrcucnu~vrar37%.37% and36%forthcycancndcdDscmba31.2006. 
X X l S  and20M.rcspcciivcly.~$140,612.[00incrrareinzW6primanlyierulledfr~m as94.981,OM)iocrcasein 
cooLen1 mofiizatioo u p m w  dus to continued invc~fmcnt in original productions acms ths US. nbwarks cambind 
with in-s io Europc mrociatcd with the launch of rcveral oshvorks lo m t c  a p d a g c  of lifescyk.fcased 
programming. along with a new kc-to-& channel in Gcrmany brandcd as DMAX. 

iootmucd ioverfmcnf acres all U.S. networks io O n g i d  pmdumions and high profilc sps ia i r  and continued in~rtment 

altemativcr unvl respect LO such bvsinsrr "n i l  

Th1hcin~rcmcin2W5prun~lyrerultedfr~maS106.901,D~increavinconlenlamodlation~~ppmrcducto 

- ~ ~ ..____~.. 
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in the bfcstykr cucgor, inmuionally, pmicvlarly in Eumpc. Thcrc iuc~cascs YSIS offset p"islly by B ost agpgatc 
benefic of appmdmately $11 miliionrrlsled l o r d u d o m  ioestimalc~ formuricights afaualr .  

SC&A Erpemes. SG&A cxpep~nrer inmared 16% and 17% dvlng the y- cnded Desemhcr 31.20D6 and wO5. 
rc~pcctivcly. As a pc'ccnf of ~ C V ~ Y C .  SGdA crpcoY wm 39%. 38% and 36% for thc y- s u d d  LXecmbcr 31.2006. 
2005 and 2004, rc~psctivcly. During 2036, SG&A cxpsnw incr~arcd $32,535,000. $67.275.030 and S50.817.000 in thc 
L1.S. networks. inlcmational x l w o r h  and education groups, "r~pectivcly. SGBA cxpmsc wilhin Lhc corn- group 
was rclativcly consistent with thc p"or yeax period. In U S  networks. the incrcasc is primarily due to a $33,312.030 a 
20% inacme in pormcl  c x p c " ~  rcrulling from wmpcnsation increase comhincd with in& headcount from 
acquisitions. In iolcmational ncNiorh. the iocrcasc is primarily due 10 a $38,202,000 or 32% in- in pusonncl 
expcnrc, resulting from iofrastmtcfllic clpanrionr m Emope and Asia which iocrcaied hcadcauni and o& losatioru. a 
SS.888.000 M 7% inacmc in marketing cxpsnrc rrmlting from marketing campaigns in Evopc and Aria for ths launch 
of new channels and e $1 6.920.000 M 16% increhv in g e n d  and administrative sxpipcnacr Lo suppo17 Ihc groounh of the 
hurincss, coupled with the effects of foreign -ncy cxchangc ~ C E .  As a p a c a t  of revcmc. intcmatiooal SGBA 
E X ~ C B Y  was coosirfcnl at 43% for both of the y m  coded Dccunbcr 31,2006 and 3M. In Ibc educstioo group. thc 

of salary ~xpense for headcount hind in ZmS and (ii) 1119,142.003 a 174% increase in marketing expense rraulting 
mainly &om Di~ovsry'r ioveslm~nt io Cormco. a ocw consumer homework help 9-u. In 2007. Discovery 
mplcmcotcd COS, mfting ~ C ~ S Y ~ E  in i fs cdncetion grmp which should reduce pcrsonncl c"pensc for that group io 

i s  @manly due 10 (I) a 523539.W or 98% increase 10 personnel expenrc, resulting primzily hom a full year 

COmpMso" to 2m. 

headcount ai fhc bvriners cxpandr. panicularly in Lhc U.K and Emope comhiicd with B $27.124.000 incrcaw in 
rnarkcting crpcnr~ BEsOEislcd wth branding snd B ~ M D C S B  effmr rclated to the lifsrtyler csiegoq initiative. The 
jncreau at Discovery C O ~ ~ E ~ C C .  education and other is compnscd of a $?4,329.@90 imreasc primarily resulting ham 
acquisiuonr and organic growth in Discovery's education burinerr. 

Dircovcry'r unit-bard long-term inccotin plans. or LTIP, for i~ cmployeer who meet cmain eligibility Cntcria. Unis 
arc awarded IO cligiblc e m p l o p s  and vest at arb% of 25% pcr ycar. In August wO5. Dircovay discontinued one of its 
LTlPr aod settled all amonnts with cash. Discovery ertahlirhd a new L T P  in Octobu 2005 (the "2005 LTIP Plan") for 
cwain eligible employees pursuant IO which pmitipants in Discovery's remainiog plan covld clcct to (11 continue in 
such plan 01 (2) redem vested uni8 and convCn panidly vested uoits Io the 2035 LTIP Plan. SuhslaotiaUy sll 
pmicipanu in ths 'cmaining plan rdccmed thcir vc~ted units and rrcsivcd partrally u m d  units in thc wO5 L I P  Plan. 
C c ~ i n  chgiblc cmployeci we"r &a p t c d  new units in the 2035 LTIP Plan. The valve of wi ts  in the Zoo5 LTIP Plan 
IS indcrcd 10  the value of DHC Scria A common stock and upon rcdcmption participants rcccivc B c& paymtnt based 
on thc chanec in mark<, mice of DHC S e e  A common skxk. Unda  the old dans. nom CICTC~SC. ~articipancs reuived 

F a m s e s  Arising from Long-rem Incnuil~r Pions. Eipcorcr arising from long-term inmotive plans related 10 

". 
LTIP swards outstanding is recorded as compensation cxpcnsc w c r  the period outstanding. Compcn~ation clpmrc 
aggregated 539.233.W and 549,465.wO for ths y- ended December 31. xK)6 and 2035, r~~pectivdy. The d-sv is 
@manly the result of the change in uoir value del-nation fa the wO5 LTIP Plan units. If thc remaining veld LTIP 
awards at Dcccmber 31,2006 wcre redeemed. the aggregate carh payments by Direovay would k npproumately 
136,650,000. 

Dqreciniion nnd Amonimtion The increase in depreciation and amdmtion for the year ended Dcscmber 3 I, 
2W6 is due 10 an iocrcmc in new arrB placed in service combined with acquisition activity -wring during wO6. Tbc 
decrease in dcprcdation and amortlration for t h ~  year a d d  Dcccmba 31.305 i s  duc to infaogiblcs bcwming fnlly 
amonizcd and B drcrrmc io thc dcprcciablc aiscl bau rrmlting 6om a d u c t i o n  in the oumba of xbil S ~ M ~ I .  offsct by 
ncw ~ Y L I  placed in s c M m  during wO5. 

Coin on Safe of Paimrx. In zw9. Discovery recorded a gain on ulc ralc of m a i n  of its tclcvision technology 
pateou. The $22 millioisoo gain rrpmcots the sale p"cc lesi the costs incwred to sell the patents. The cost of developing 
the trchnology had k o  cxpemcd in @or ycarr to SG&A cxpcpc'%t Discovery doer not c x p l  a ri@ficant mmt of 
income 6"m patcnt lala in the fum. 

Otbec Inromr and Erpcnrv 

lmererr Eiprnsr Thc incrcasc in inlcrcst cxpcnw dvlng thc ycm cod& Dcccmbcr 3. ZXX an- ~sp"ma"ly 
~~~ 

duc lo higba lcvds of omtanding debt in both yeam combined with iocrcmei in inkrcs! rates during those pcnods. 
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MANAGEMENT'S REPORT ON INTERNAL 
CONTROL OVERFINANCIALREPORTING 

DHC. I. D.0000854 



RWORT OF D'EPENEGV REG1 S T E W  PUBLIC ACCOUNTWG FIRM 

Thc Board of Dirccton and SLocboldcrs 
D m o v ~ y  Holding Company: 

We have audited managcmcnt'r illserrmcni included in the accompanying Managem~nl's Rcpon on Internal 
Cootrol o v a  Fmancial Reponing appeaing 00 page U-IS. thar Discovery Holding Company maintained cffcctivc 
infernal control o v a  financial mportlng as of Dcccmbn 31.2006. based on tbc cnablirhed in Intern1 Coniml - 
Imcgroted Fromwr l  issued by the Commiuce of Sponsoring Orglnilationr of the Treadway Commirsioo (TOSO"). 
Managema of D V ~ D V ~  Holding Company iv rr~ponriblc for maintaining effective internal control OVET financial 
rcpo'tlag and for ill  asEcIImc(It of the CffcCtiveoePs of internal conwol over finaocial rsponing. Ow mpoo9ibilily is to 
cxp'c66 an opiNoa 00 managcmsnt'r ills~cs~msnl and 
reponing of Discovery Holding Company based on our audit. 

Wc conduclcd our andif io accordancc with Ihc rfaodardr of thc Public Company Accounting Oversight Board 
(Ueiud States). Thorc rfandsrdr q u y c  that wc plan and pcdorm thc audit to obtain reasonable assvrmcc abovt vhctha  
~ffcctivc intcmal conuol o w  financiai ' c p d g  war maintained in all mamid re-. Our audit included obtdning an 
undemtaoding of intcmal control ovm fmaocial repomng. cvalualing mmagemmt's arwrrmsnt tcrtiog and C V d U a t h g  
!he design and Dpvdting effcc6veocrs of inlcmal conuol and pcrfo-g such otha proccduns as we c a n s i d d  
n-ssuy in die c-mrranccr. We bclicvc thal om audit provider a reasonable basis for our opinion. 

A company's iotcmal c~ntrol ovm hnanciai q o m n g  is a proczsr dcrigoed to provide rcasonablc ~~surancc  
rcgarding the rcliabillty of financial qpohng and the prepsramn of fmancill statemmu far citcmal p"porer ln 
accordmcc with gcnmuy ~cccp'ed accountin8 principles. A company's inlcmal c o m d  over financial w i n g  includes 
those policier and procedmr that (1) pertain to the mainlcnancc of records that. in rearonable detail accuatcly and 
fairly reflect 
nem~~ary to parmi pmparation of financial r t a k m c n ~  and rclatcd disclo- in accordana with g c n d y  scccptcd 
accounting principles: (3) provide rcasonablc ~ ~ s u m c c  thal receipts and cipcnditms of the company arcbeing made 
only io accordancc wilb authofaationr of managcmmt and dvcclam of thc company: and (4) provide rcasonsblc 
m m n c c  regarding prcvcnlion m timely dclcctition ofwauthorizcd acquisition, use. or disposition of !he company's 
ills~f6 thu could havc a matmid cffcct 00 the financial r f a m m ~ .  

.Aka. prylesllons of any evalvation of cffcctivcnerr to hitmc pmiodr are rubjcct lo thc risk ulat controls may befomc 
ioadequatr bccauc ofchangcr in conditions. or that the dcgrcc of compliance with the policies o r p i d m r  may 
deltnoratc. 

opinion on thc cffectivsncrr ofths lnfcmal co~trol avafvlancial 

vdnrsstlons of die company; (2) povidc ~ r o n a b l r  _mrmcc dia l  mract ionr  arc mded ax 

Bccaurc of its inbncni limitatioor. inicmal conhol o v a  floancial reporting may not prevent or d c t s l  misstalcmcms. 

b our opmion, managcmsnt'r 8rsessmcnt mat Discovery Holding Company maintained effective iotsmal coorol 
oyer financial reponing as of D s c m k r  31.2036. is faidy stated. ln all material rcspccu. based on cntcnr established in 
l n r e m l  Conrrol - Imgrorrd Framrwrk ifrued by COSO. Also. in 
m i n k e d .  in dl mamid respu. cffcctivc iotcrnal cantrol o v a  hancial rcpom'ng ar of D-kr 31.2036, bared on 
thc critcna cstablishcd in l n f r m l  Comrol - Inregroird F m m m r h  issued by COSO. 

Statcsl. thc consolidated balmcc s h e l l  of D i w w a y  Holding Compmy and rubsidiarics BS of Dcccmbcr 31.2006 and 
ms. and the related consolidated 6tatcmcnt) of op-ions and comprchcnaivc earnings Oora). cash flow and 
siocboldclr' quity for each of the YCM m the k c - y e a r  period ended Dmcmkr 3 I, 2036. and our repon dsed 
Fcbrnary 28.2007 expressed 80 unqualifed opinion on lbosc consolidated financial statemcoB. 

opinion. Discovery Holding Company 

Wc also haw audited. in accordance with the standards of Ihc Public Company Acwunting Ovssight Board (United 

WMG LLP 
Denver. Colorado 
February 28,2037 
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R e ~ o l l  or Lodmrdcnl R i e L l u e d  Pmbllr ArmunUnc Firm 

Thc Board ofuimtora and Stockholders 
Divovcry Holding Company: 

ofDccmbsi31.2036 and LM5. and ttc rc laa  EonrolidaVd rtUcmcne of oppsratmns and comprrhcnrivc Samiogr 
(lorr). carh flows and aoclholdm' cqyity for each ofttc ycan in the thrcr-year m o d  cndcd Dcccmber 31.2036. 
There consolidated financial satemeno are the mponribility of UX Company's managcmnt. krcsponsibil i ty is to 
cxpms au opinion on theerc conrolidsled financial rtntzmsntr b s c d  on our mdie. We did OM mdil the financial 
w temms  of Discovcry communications. uc.. (s 50 pcrccni mvncd invcstcc company). n c  c ~ m p a ~ y ' ~  investment in 
Ulwoucry Communications, Inc. at Dcccmbcr 31.2036 and 2W5. was $3.129.157.wO and $3.018,622,wO. rrrpcctivcly, 
and is equity in cwings ofuirovcry Communication?. Inc. war $103388,w0. n9,81n.nw and $84.011.wO for the 
ycm ended h c m b c r  31. 2006,2035 and 2004. rrrpsctivsly. The financial statmemts of Discovery Communications. 
Inc. uluc audiled by 0th- aditom whorc q o n  has k e n  f-ished 10 us, and om opinion, insofar BI it IEI~LEI to the 
ammuns included for Dircovsry Communicationr, Inc., i s  bared sot iy  on ths report of che otter audit-. 

We cooductcd om audits in accordance with the slandmds of tte PUbSc Company Accounting Ovcmipbt Board 

We have audited thc accompanying consolidated balancc rhcets of Discovery Holding Company and subaidiarics as 
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